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I appreciate the opportunity of appear here today. I appear on behalf 
of the Tobacco Institute. My name is Dwight R. Lee, and I currently hold 
the Ramsay Chair in Private Institutions in the Department of Economics 
at the University of Georgia. I have testified on public smoking issues 
in Nassau County, New York, and the State of Pennsylvania. My written testi- 
mony is too long to read, so with your permission, I should like to submit 


it for the record and to summarize my testimony in my remarks today. 


The Proposed Bill 


The State of Indiana is considering a bill that would restrict 
smoking in state and local government buildings and workplaces (House 
Bill 1136}. The bill basically changes the presumption in current policy 
toward smoking on government premises in Indiana. Presently, smokers may 
smoke on these premises unless otherwise ease reise: House Bill 1136 
would make it a law violation to smoke in state or local government facilities 
except in designated smoking areas. The proposed bill would apply to both 
workers and visitors in these facilities, and would cover areas such as 
workplaces and hallways and entrance ways to state and local government 
facilities, The State Board of Health would be in charge of enforcing the 
provisions of the proposed legislation. 

It might be argued that the economic impact of this proposed bill 
would be nil, therefore requiring no independent fiscal analysis. This, 
however, is a delusion. This bill is not costless to the State of Indiana. 
It will involve both on-budget and off-budget costs to taxpayers in Indiana, 


and these costs will not be trivial. In my testimony, I seek to address 
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these potential costs and the potential economic impact of this bill on 


Indiana. 


Enforcement Costs 


I begin with the problem of enforcement costs and with certain 
ambiguities in the proposed bill. At base, the proposed bill is unclear 
on certain important enforcement procedures. 

For example, the bill states that "If smoking areas are designated, 
physical barriers and ventilation systems shall be used where practical 
to minimize the toxic effect of smoke in adjacent nonsmoking areas." 
Further, there is language in the bill about the "inadequacy of ventilation," 
Nothing in the bill specifies who will certify what is “practical” or 
“adequate” to meet the requirements of the legislation. Someone must 
check ventilation systems, and this will involve taxpayer costs, not to 
mention the costs of new ventilation systems where required. As another 
example, the proposed bill also mandates that smoking be prohibited where 
",,.smoke pollution is detrimental to the health and comfort of nonsmoking 
employees." Again, who will make such determinations, and how much will 
it cost the State to set acceptable levels and monitor them? 

The point is more general. Enforcement of the proposed bill will be 
costly, given a reasonable level of enforcement efforts. Direct enforcement 
costs will be incurred by state and local government. Although the legis- 
lation gives enforcement authority to the Department of Public Health and 
local health departments, I assume that as a practical matter, police 


and other law enforcement personnel will have some responsibility to enforce 
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the smoking bans. The enforcement costs will depend on the length to 

which the state goes to insure compliance. If the law is taken seriously, 
and appropriate enforcement procedures are established, the employment 

of each additional inspector or regulator would cost the state over $20,000 
per year. These costs mean that tax revenue that would otherwise be used 
to fund education, lower taxes, or pay for additional police 

officers to protect citizens from pretext crimes will, instead, be diverted 
to ensuring that individuals smoke only in designated areas, 

Thus, the effect of the nonsmoking ordinance on the allocation of 
scarce enforcement resources should be é€xamined carefully. One point is 
clear -- to enforce this law, Indiana state and local governments will 
have to divert resources from other valuable state activities, which will 


impose costs on taxpayers in Indiana. 


The Costs of Disrupting Government Workplaces 


As defined in the proposed law, "public place” includes those enclosed 
areas occupied by state and local government offices. The data necessary 
to estimate the costs of complying with this provision of the legislation 
are not readily available, but it is nevertheless possible to get a rough 
idea of the magnitudes involved. Before doing so, it is important to 
point out that all such costs will be borne by the taxpayers of Indiana. 

The point is that government workplaces and offices in the state and 
local government sector in Indiana are currently organized for maximum 
effectiveness to get the public's work done. Thus, government workers are 


assigned to tasks and to job locations so as to maximize their ability to do 
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their jobs. House Bill 1136 would disrupt this efficient pattern of work- 
place assignment. It would assign people to work stations as a function 
of their smoking preference and not as a function of their ability to 
produce. As workplaces are disrupted, employees will be moved, long-term 
working associations will be broken up, barriers between workers will be 
erected, on-job communications costs will rise, and so on. All this will 
result in a less effective and a more costly state and local government 
system in Indiana, 

As I stressed above, data to detail these costs to government efficiency 
are not readily available to me. We can gain some idea of what is involved, 
however, if we look at the potential productivity costs of accomodating 
smoking breaks for smokers (and prokably comparable work time breaks for 
nonsmokers). 

The taxpayers of Indiana will face substantial costs if the proposed 
restrictions on smoking in state and local government buildings are adopted. 
A major source of these costs is the potential loss in state and local 
government worker productivity that would occur if employees are not 
allowed to smoke at their worksite. To comply with the law as written, 
it may be necessary to ban smoking or to erect costly barriers in many open 
office spaces occupied by both smokers and nonsmokers, and in the areas of 
government buildings to which the general public has access. If such regula- 
tions are prescribed, smokers may be accommodated by being given “smoking 
breaks." Such breaks are costly because they result in lost work time and, 


therefore, lost production. 
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A rough estimate of these productivity losses can be made by considering 
the following conservative numbers, (The relevant data for this exercise 
are taken from the Book of the States, 1984, pp. 276-277.) In October 1982, 
the state of Indiana employed 62,474 people, of whom 33,117 were employed 
outside the education sector. The average monthly pay of these non-education 
state employees was $1,275, which translates to an average annual pay of 
$15,300. This salary in turn translates into an hourly wage of $7.65, assuming 
250 eight-hour workdays per year. 

Figures published by the Journal of Occupational Medicine suggest that 
38.0 percent of clerical, and 30.7 of professional and technical workers * 
smoke. If the incidence of smoking among government employees is the same 
as in the civilian workforce as a whole, then the proposed ban on smoking 
in government buildings will affect roughly 11,590 non-education state 
employees in Indiana (35 percent x 33,117). Under the assumption that 
smoking employees would be given two ten-minute smoking breaks, the igee 
work time would be 20 minutes per day per smoking employee. Valuing the 
lost time on the basis of compensation at $7.65 per hour, and again assuming 

' 

a 250-day work year, yields $7.4 million as an estimate of the dollar value 
of annual productivity losses (this figure is approximate due to rounding). 
Note that this cost will grow year after year with increases in government 
compensation rates. Note also that the $7.4 million figure is quite 
conservative: It does not account for the possibility that breaks wonjd be 
granted to nonsmokers as a matter of equity. Extending the break time to 
all state workers, for example, would cost the taxpayers an additional 


$13.7 million, raising the value of lost work time from $7.4 million to 


$21.1 million (figures are again approximate due to rounding). 
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It is of course possible that the number and length of breaks allowed 
will be more or less than has been assumed. If, workers are given only 
one ten-minute break per day, for example, the cost to taxpayers of lost 
productivity will be over $10 million annually. 

The main point, however, is that even if formal smoking breaks are 
not instituted (for instance, smokers may be required to smoke only during 
existing coffee and lunch breaks), smoking employees will be less productive 
at the worksites. They may take more, or longer, trips to the water fountain 
or restroom, they may be able to concenrtrate less on their tasks, and so 
on. These factors can easily translate into ten or twenty minutes of lost 
productive work time per day, generating costs on the order of magnitude 
I have estimated. 

And note, above all, that these are very conservative estimates of 
the productivity costs of the smoking ban. It does not account at all for 
iecet government employees in Indiana. Thus, it is clear that House Bill 
1136 does carry fiscal implications for the State of Indiana. These 
costs may not be very obvious, but they are nonetheless very real and will 


show up in a less effective state and local government workforce. 


Additional Costs 


The proposed bill will impose additional costs on state and local 
governments in Indiana. For example, increased costs will be created for. 
both state and local government employers and labor union representatives 
upon the passage of the law. If smoking in the public workplace were 


prohibited as outlined in the proposed law, it is reasonable to assume 
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that contractual provisions might have to be negotiated in those instances 
where the labor contract is now silent on smoking. To the extent that the 

law caused present contract language to be irrelevant, new negotiations on this 
very divisive issue between government and the union would be necessary. 

Initially, sitting down to discuss the new law in addition to on-going 
enforcement of collective bargaining agreements (where applicable) would 
have to take place. Regulations such as smoking prohibitions always 
increase interdisciplinary proceedings, causing additional costs for both 
the union representatives and the employers in terms of time and personnel 
involved in the resolution of disciplinary proceedings against employees 
for violation of the state's nonsmoking provision. 

Moreover, even where the government workforce is not unionized, 
personnel systems will have to adjust to the provisions of the proposed 
bill. Just as in the case of a unionized workforce, real costs to state 
and local governments in Indiana will accrue in resolving workplace 
guidelines and disputes with respect to smokers versus nonsmokers, 

There are other aspects of the proposed bill which are disturbing. 

It prohibits smoking in open workplaces, but does not apply to private 
offices. For exanple, in a state legal office, the attornerys will not be 
affected, but their secretaries will. If the state had before it a proposal 
which would increase the taxes on individuals who work in open offices but 
not on individuals who work in private offices, such a proposal would be 
quickly rejected. The proposed smoking ban will have the same kind of 
disproportionate impact. 

Undoubtedly, the list of “additional costs" could be expanded. How, 


for example, are workers in state garages to be treated. Is a garage an 
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open workspace, requiring a partition or a special ventilation system? 


In this regard, the proposed bill is a veritable Pandora's Box. 


The Role of Tobacco in the Indiana Economy 


Finally, the state should also consider the impact on its economic 
growth if this smoking ban is imposed. Prohibiting smoking in state and 
local public offices may be viewed by businesses as another unnecessary 
burdensome regulation and, therefore, a negative factor in assessing the 
business climate in the state. Since regulations are important inputs into 
business decisions to expand and/or relocate, a smoking ban will enhance 
the perception of a negative business climate in Indiana. 

This point can be illustrated by a recent study of the State Impact 
of Tobacco for Indiana by Chase Econometrics (1983). The full details of 
this study are presented in an Appendix to my testimony. In sum, the 
tobacco industry, considered in all its phases (growing to distribution 
of final products) and measured with respect to its direct (growing) and 
indirect (finance) impacts on the State of Indiana, contributed 44,186 
jobs, $196 million in state and local tax revenues, and $875 million in 
compensation (wages, salaries, interest, rents, and profits) to the State 
in 1983. 

Consider the contribution of the tobacco industry to jobs in 


Indiana, taken from the Chase Report as follows: 
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Core and Supplier Impact 





: sectors Jobs 
| Tobacco Growing 699 
Auction Warehouses 72 
Manufacturing 35 
Wholesale Trade 1,064 
Retail Trade 4,481 
Supplier Industries 4,625 
11,036 


Expenditure-Induced Impact on All Sectors 





Sectors Jobs 
Agriculture 370 
Mining and Construction 3,889 
Manufacturing -17,226 
Trade, Wholesale and Retail 6,348 
Transportation and Utilities 1,848 
Finance 953 
Services 2,205 
Government 310 
3371990 
Grand Total 44,186 


The tobacco industry thus accounts for a great deal of employment in 
Indiana. The magnitude of these economic effects suggests that the State 
should use due caution and care in requlating the use of such an important 
local product. Untoward regulation will cost the Indiana economy Jobs, 


income, and tax revenues. 
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Conclusion 


Two points are clear in conclusion. First, this bill is not costless 
to the State of Indiana. I have pointed out several categories of cost 
that will affect the performance of state and local government in Indiana. 
Second, the benefits of the proposed bill are negligible: instances of 
smoking-related problems in workplaces, and other facilities are few and 
where they occur, voluntary efforts by managers and owners can resolve 
these problems without arbitrary government regulation. 

The state must consider priorities in its deliberations on this issue. 
Given the current economic climate, the serious social needs that exist, 
and the limited resources available to both public and private sector to 


meet these needs, is such a law worth the consequences? 
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STATE ECONOMIC IMPACT OF TOBACCO FOR INDIANA, 1983 


CORE AND SUPPLIER IMPACT 


Sector % of State Sector % of State 

Sectors Employment Total Compensation Total 
Tobacco Growing 699 100.0 5,252,290 100.0 
Auction Warehouses i2 100.0 726,970 100.0 
Manufacturing 95 0.0 1,332,950 0.0 
Wholesale Trade 1,064 LA 24,911,400 tt 
Retail Trade 4,431 1.3 43 642,600 1.2 

Core Sectors! Subtotal 6,411 0.3 80,916,200 0.2 
Supplier Industries’ 

Subtotal 4,625 0.2 89,371,500 0.2 

Grand Total 11,036 0.5 $170,733,000 : 0.4 

TAX REVENUES 

Type of Tax Federal State & Local 
Tobacco Taxes = 122,606,000 106,427,000 
Personal [Income 22,960,600 3,292,150 
FICA 19,355,900 NA 
Corporate Income 3,764,930 1,368,850 

Total Taxes $168,633,000 $111,583,000 


*Tobacco Taxes consist of state and focal cigarette excise and sales taxes, and state and local 


taxes on other tobacco products. 
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Sector Scc tor % of State 

Sectors Employment Total Compensation Total 
Agriculture 340 0.6 1,489,520 0.6 
Mining & Construction 3,889 4.5 83,018,500 4,0 
Manufacturin 17,226 2.9 437,039,000 2.6 
Trade, Wholesale & Retail 6,348 1.4 74,622,000 1.2 
Transportation & Utilities 1,848 1.8 50,710,500 1.6 
Finance 953 1.0 16,387,900 0.8 
Services 2,205 0.6 30,008,900 0.5 
Government 310 0.1 5,976,230 0.1 

Total 33,150 1.6 $704,252,000 1.6 

1S 
TAX REVENUES 
Type of Tax Federal State & Local 
Personal Income ~~ ~—~—~—~—«S Ly 420,200 19,770,900 — 
FICA 33,109,200 NA 
Corporate [Income 8,311,430 {,019,920 
General Sales NA 63,648,600 . 
| TI DN 002659 

Total Taxes $132,841,000 $34,439,400 

Source: Chase Feonemetrics, War. 
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EXPENDITURE-INDUCED IMPACT ON ALL SECTORS 


